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Abstract 
Kyoto protocol will be over by 2012 and most of the world nations have not yet achieved the emission reduction 
targets. Even COP 16 and 17 were unable to answer this question: “What after 2012?” Though CDM and JI are 
effective tools to curb GHG emissions but here they are missing out an important perspective- Sustainable 
Development. GHG abatement is just a part of the whole picture. So, in furtherance to this and as a path after Kyoto, 
a “Sustainability Encouraging Mechanism (SEM)” is proposed here. Under a common mechanism it will consider 
GHG abatement, renewable energy generation, water management, and energy efficiency. These four verticals 
together can lead to the complete and sustainable development of a nation. Under this mechanism the black credits, 
green credits, blue credits, and yellow credits will be awarded respectively for the verticals - GHG abatement, 
renewable energy generation, water management, and energy efficiency and management. Each colour credit will 
have different monetary value according to the market. A company, going for a project, will decide the certification it 
wants to apply for. Then the nodal committee will set a performance benchmark for them and they have to perform 
equal to or above that benchmark to gain the monetary benefits. Nodal Committee is a group of professionals at 
national level which will approve the project for a particular vertical. One can apply for two or more verticals. This 
mechanism will reduce the cost of application for more than one vertical and will increase the flow of foreign funds 
to the developing countries. It will also bring together all the world nations as it has provision for different 
sustainable activities operating in different countries. This mechanism, if employed effectively, will not only 
encourage inclusive and sustainable growth but will also help in reducing our ecological footprint. 
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1. Introduction 
What is sustainable development? The report of the Brundtland commission (1987), our common 
future, put forward the concept of sustainable development as an alternative approach to one simply based 
on economic growth — one “which meets the needs of the present without compromising the ability of 
future generations to meet their own needs” (Barbier et al. 2006). In other words, it implies that only if the 
natural resources are used judiciously today, the future generations will be able to enjoy the benefits of 
these resources tomorrow. To achieve this, the focus should be on encouraging sustainable practices 
which lead to the judicious use of all natural resources. The United Nations (UN) through its subsidiary 
bodies is trying to inculcate such practices in the world nations. 
It all started during 1970 oil shock. It was the first indication to us that we cannot be dependent on the 
oil forever and there is an urgent need to develop alternate sources of energy to meet our ever growing 
need for energy. For instance, Sweden started investing heavily in the search for alternative energy 
sources after the oil shock. Its phase-out of oil has proceeded smoothly. In 1970, oil accounted for over 75 
percent of Swedish energy supply; by 2009, the figure was just 32 percent, chiefly due to the declining use 
of residential heating oil. In its present energy policy it is mentioned that the government wants to 
promote “efficient and sustainable energy use and a cost-effective energy supply” that would “facilitate 
the transition to an ecologically sustainable society.” The World Energy Assessment Report (UNDP 1999) 
defines energy security as “The continuous availability of energy in varied forms in sufficient quantities at 
reasonable prices” (Shahi. 2009). Today, all world nations have designed their energy policy to increase 
the share of the renewable energy in the energy mix. But there is one problem which undermines the 
previously mentioned development – ‘Population Growth’. Rate of population growth will always be 
higher than the rate of energy growth esp. in emerging economies like India. This will increase the 
demand of the energy and will make a scarce resource scarcer and hence, increase in the price of per unit 
of energy. Though, renewable sources are adding to the total energy, their erection costs are very high. 
Also, the technology is not fully developed and almost all these resources provide infirm power. What we 
are trying to address here is the concept of energy efficiency. If energy is used efficiently by any means, 
say, using better technologies, following simple energy saving practices at home, office, institute etc. or 
by making policies encouraging such technologies and practices, we can use the same amount of energy 
for more applications than they are used right now. 
The economic growth of emerging economies like India is very much dependent on non renewable 
energy and will remain dependent on it for a very long period of time. More than 80% of present 
electricity generation in from coal based power plant. Around 19 new Ultra Mega Power Plants are in 
pipeline. Today, total electricity consumption in India is 181 GW (courtesy: ministry of power website). 
Out of these nearly 118 GW power generation is from non renewable energy sources. And to reach and 
maintain economic growth rate of 8-9% till year 2031-32, the installed power generation capacity needs to 
be increased 6-7 times the present capacity. Also, another non renewable source, oil, is widely used in 
transport and other industries. There are numerous such processes which are highly dependent on non 
renewable energy sources. But increasing the use of these resources will worsen the already existing GHG 
emission related climate change problems. We are currently at the highest concentrations since 6,50,000 
years; this is an increase of ~36%. Current CO2 concentrations are 381-4 CO2, 430 ppmv CO2e for 6 
gasses. Intergovernmental Panel on Climate Change (IPCC) says that, “If the world stabilizes at current 
430 ppmv CO2e (380 ppmCO2), global mean temperature would probably still rise 1 - 3 degree. If all 
emissions stabilize on today's level (actual increase is about 3% p.a.) GHG conc. will double at around 
550 ppmv CO2e by mid century meaning temperature increase of 2 - 5 degree eventually. Hence emissions 
need to peak and decline.” To tackle this we need to use latest technologies which uses these scarce 
resources efficiently and at the same time emit less GHGs. 
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Just as wars over oil played a major role in 20th-century history, a new book makes a convincing case 
that many 21st century conflicts will be fought over water. In “Water: The Epic Struggle for Wealth, 
Power and Civilization”, journalist Steven Solomon argues that water is surpassing oil as the world's 
scarcest critical resource. Only 2.5 percent of the planet's water supply is fresh, Solomon writes, much of 
which is locked away in glaciers. World water use in the past century grew twice as fast as world 
population. "We've now reached the limit where that trajectory can no longer continue.... Suddenly we're 
going to have to find a way to use the existing water resources in a far, far more productive manner than 
we ever did before, because there's simply not enough." One issue, Solomon says, is that water's cost 
doesn't reflect its true economic value. While a society's transition from oil may be painful, water is 
irreplaceable. Yet water costs far less per gallon — and even less than that for some. 
In the above three paragraphs, four issues are underlined – carbon mitigation, energy conservation, 
water scarcity, renewable energy generation and solid waste management. These four issues, if tackled 
meticulously, will definitely lead to a complete or sustainable development of the economy of any 
country. But, the efforts required tackling these issues needs a lot of finance because a lot of manpower 
will be needed to execute the plans. Also, the low carbon or energy efficient technologies that we have 
developed today are very expensive. Hence, we can neither expect that industry will adopt these measures 
voluntarily nor we can force them for the same because it is undemocratic. The solution lies in a very 
fundamental law of economics – “People responds to incentives”. We all need some kind of motivation to 
do work and it is different for different problem. In this case it is monetary incentive. Though this concept 
is not new, as there are few established mechanisms like Clean Development Mechanism (CDM), Joint 
Implementation (JI), Renewable Energy Certificates (REC) etc., till date it is used only for one specific 
entity, for e.g., CDM for carbon savings, REC for renewable energy generation etc. In this paper we have 
proposed a market mechanism that will not only provide monetary incentives but also will ensure a 360° 
sustainable development. 
2.  Sustainability Encouraging Mechanism (SEM): An introduction 
As the name reflects this mechanism encourages sustainable practices in the above mentioned four 
issues. We have divided these issues into four verticals. For each vertical we are awarding credits, i.e. 
‘Black Credits for GHG abatement’, ‘Green Credits for Renewable Energy Generation and Solid Waste 
Management’, ‘Yellow Credits for Energy Conservation’, and ‘Blue Credits for Water Conservation’. 
The basic purpose of SEM is to create and maintain market demand for all the practices, which falls in the 
proposed four verticals, at the same level. In simple words, “the attractiveness to invest (money, time, and 
efforts) in all the four verticals will remain same by maintaining the demand for all of them at the same 
level.” To achieve this we have proposed an “Inter-Trading scheme”. 
According to inter-trading scheme, the black credit will not trade only with another black credit but 
will also have to trade with remaining three credits. The same is true for yellow credit. Green credit will 
be awarded for per Mega-Watt (MW) generation of renewable energy and for reduction of solid waste 
and will be traded similar to the black credits as explained earlier. Blue Credit for water conservation will 
be traded only with blue credit. A closer look at this scheme will show that water conservation is given 
more importance as every defaulter has to buy the blue credits on defaulting. This is to encourage water 
conservation practices in countries like India where water is a very scarce resource. Today, in India there 
is no mechanism to provide incentive to those who saves water. Instead, government is giving subsidies 
(complete exemption in some cases) on water tax to selected groups of economy which has resulted in 
wastage of water. Compared to this wastage, the increase in productivity, for which these subsidies are 
given, is very less. This has resulted in the increase in inefficiencies of the process rather than increase in 
improvements (which was actually the intention behind giving such benefits). Inter-Trading will 
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encourage every sector in the economy to conserve water. Now, to get the benefits of the SEM, one has to 
incur costs as new and better technologies have to be used. Also, as the mechanism gives monetary 
incentives, the return on investment (investment on building infrastructure, buying new technologies, 
increased cost of human resources etc.) will come from the inter-trading of the credits. And because the 
value of the all credits will be same owing to same demand, the time to reach the breakeven on ROI will 
be same, irrespective of the credit chosen. 
Projects, like setting up a wind farm, falls under both renewable energy generation and GHG 
Abatement. For such cases the party will decide which credit it wants to opt. Once decided it cannot be 
changed later. If in case the same party is setting up another wind farm which falls under different project, 
it is free to choose the credit it wants to opt. It is not necessary to choose the same credit as opted in the 
first case. 
Though there are few established market mechanisms like CDM, JI etc., SEM have certain advantages 
over them. Few of them are listed below: 
x Holistic Approach – Unlike other market mechanisms, SEM is a holistic approach to tackle 
sustainability issues. It provisions for GHG abatement processes, renewable energy generation, water 
conservation, energy efficiency measures, and solid waste management – all under one umbrella. 
x Equal Demand – As explained earlier, the inter-trading scheme helps in maintaining equal demand 
for all four verticals and hence leads to the sustainable growth of all of them. 
x Reduced costs and time – As the administration of all the four verticals will operate under one 
umbrella, many processes can be standardized and hence will result in low cost of application and pre-
implementation processes for the interested parties (this is in comparison to the existing market 
mechanisms like CDM, JI etc.). Also, it will save a considerable amount of time during pre-
implementation phase. 
x Applicability – SEM’s basic framework can be applicable to many world nations as it has provisions 
for a lot of sustainable practices under four verticals which are suited to their environmental, political, 
and economical conditions. 
2.1. SEM organizational structure 
The interested party will submit their project report to ‘Project Approving Board’. The report will 
include the targets set by the party. The PAB will review the project report and will give the decision for 
the approval. PAB will have the right to revise the targets. 
x Once the project is approved the party has to achieve the target specified in the final report. 
x The ‘Regulatory Nodal Body’ will give the ‘Sustainability Measuring Index (SMI)’ to the party on the 
basis of the target achieved. 
x If target is achieved the party will get the credits according the vertical for which it had applied. These 
credits can be exchanged at ‘SEM Exchange Centre’ as per the ‘Inter-Trading Scheme’ (explained 
later) with those who has not achieved the targets. 
x After a certain period of time, a certain percentage of the ‘residual savings’ (explained later) will be 
allowed to trade in the Primary Market for the parties whose SMI is equal to or higher than 4. 
 
2.2. Why high emphasis on water? 
 
Water is one of the basic needs of life on earth. It is a prime natural resource but because of over 
exploitation of its uses we are in state of water crises today. Even various international bodies have 
highlighted that India will face a possible water war in future too. There was statement mention in 
UNICEF report alludes to water problem issues in our country. 
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Fig. 1. Project approval process 
 
“There will be constant competition over water, between farming families and urban dwellers, 
environmental conservationists and industrialists, minorities living off natural resources and 
entrepreneurs seeking to overexploit the resources base for commercial gain"  - UNICEF report on 
Indian water. 
According to United nation world water development, Report on India, Water: A Shared 
responsibility, currently 1.1 million people lack access to safe water while 2.6 million are deprived of 
basic sanitation. Clear water has almost become a scarce commodity. The report states “Governance 
system will need to determine who gets water, when how and decide who has the right to water and 
related services.” It further states on growing demand of water that “Our ability to meet this demand 
pivots on good & effective governance”. It was cited in the report that mismanagement, corruption, lack 
of appropriate institutions, bureaucratic sluggishness and paucity of investments in human and physical 
resources blemish water management today.   
It’s a basic human tendency that they respond to incentives and benefits and it has been proved in 
agricultural sector where a farmer gets the benefit of subsidy on water charges. At certain places it is 
completely free. But, it has lead to the wastage of water. So, let’s try another method of incentivizing 
every liter of water saved. Also, the chances of success of this approach are quite higher as there is always 
PAB 
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a risk of losing the incentives in case of defaults. It is essential for a nation like India which is prone to 
water crisis and which could hinder its conduit to prosperity in future.  
In India there is no effective legislation or law which could regulate the usage of water. SEM can be 
one of mechanism which, if implemented in an effective way, can encourage water conservation activities 
in commercial sector, residential sector, agriculture sector & industrial sector. Here it’s for sure to buoy 
up the conservation activities because people are getting incentives for it in form of credits which can be 
traded. 
 
 
Fig. 2. Global per capita availability (source: “Global water initiative”, June 2006,GEF international water   
conference, The Coca-Cola Company) 
 
For Example, in India the total water requirement as assessed by NCIWRDP would be 784 to 843 and 
973 to 1180 km3 by years 2025,2050 respectively depending on the low demand and high demand 
scenario (Chandrashekharan et al. 2004), while the supply of  water is bound to decrease in coming years. 
So, there is urgent need to give due diligence for conservation of water as a resource and SEM will make 
it sure. 
“It will be a misfortune if a free resource like water will become a priced commodity which is given as 
a fundamental human right to every human by nature”. So we need to preserve it at any cost”. 
 
3.  Process of Inter-Trading Scheme 
 
As explained in SEM – Introduction section, inter-trading helps in maintaining same demand for all 
four verticals. The process of same is explained below using four cases. 
 
3.1. Case – I: Industry ‘Black’ Defaults 
 
In this case, black credits will be awarded for reduction in CO2 emission. Now, if the party defaults on 
black credits i.e., he is not able to meet the target reductions of CO2. So, he will need to buy the credits 
from other party to make up for the excess emissions. But here the buying of credits will not be restricted 
only to black credits but he will also need to buy some proportions of other credits too. In table-1 the 
percentage of credits which has to be bought is given. The percentage is distributed in a way to address 
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the issue of demand as well as supply for all the credits in market. Thus, this mechanism maintains the 
demand of other credits. 
 
 
 
Fig. 3. Inter-Trading ‘Black’ 
                
 
Fig. 4. Inter-Trading ‘Yellow’ 
 
3.2. Case – II: Industry ‘Yellow’ Defaults 
 
In this case, yellow credits will be offered for energy conservation. Now, if a party defaults on Yellow 
credits i.e., he is not able to meet the target
 
of energy conservation. So, he will need to buy the credits 
from other party to make up for the excess units of energy consumed. Here the mechanism will be same 
for trading but the percentages in which it should be traded with other credits would be different (refer the 
above table). The defaulter on yellow credits will have to buy credits of 70% from yellow credits parties, 
10% from black, 10% from green and 10% from blue. 
 
3.3. Case – III: Industry ‘Green’ Default 
 
 
Fig. 5. Inter-Trading ‘Green’ 
 
In this case, Green credits will be offered to renewable power generating companies as a generation 
based incentive. On achieving the target generation the party will be offered credits per 1 MW. If a party 
is not able to achieve its target of total MW generation, he will not be issued any credits and will have to 
buy credits equal to the difference between the actual target and the generation achieved. 
 
3.4. Case – IV: Industry ‘Blue’ Default 
In this case, blue credits will be offered for water conservation. If a party defaults on blue credit, he 
will have to buy it from other party to make up for the excess use of the water. Here, blue credit can buy 
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from or sell to other blue credit only. It is done to particularly stress on water conservation practices. The 
reason and effect of doing this is explained later under ‘Economics of SEM’ section. 
 
 
 
 
 
 
 
Fig. 6. Inter-Trading ‘Blue’ 
 
3.5. Advantages of Inter-Trading 
 
x It will encourage low carbon technologies and increase renewable energy practices. Also, it will lead 
to energy and water conservation practices. As they say that one of the best way to maintain 
sustainable growth between two countries is to enhance trade between them. Similarly, this scheme 
mandates buying credits from all the four verticals (except in case of blue to blue credits), parties in 
different sectors will be encouraged to conserve all that they possibly can. This will ultimately lead to 
the conservation of all verticals. 
x The ‘Stock Conversion Scheme’ (explained later) will help the listed companies in enhancing their 
image / goodwill and this will ultimately help these companies in the share market. 
x Suppose a new energy intensive manufacturing facility is set up by a company, then its demand and 
hence cost for electricity will be very high. But, it can cope up with the high electricity cost by 
conserving water. This will not allow the cost of production to shoot up. And this is beneficial to both 
the producer (as the cost per component will be low and hence can sell its product at market 
competitive price without compromising on the profit margin) and the consumers (as they can have 
the product at an affordable cost). 
x The ‘Marrakesh Accords’, which explains the Modalities and Procedures of CDM, does not talk 
about “Sustainable Development’. It states that it is the sole mandate of the host country to define the 
criteria for sustainable development (Eco Securities, 2009). Hence, it may happen that the host 
country will set the criteria as per its convenience. Inter-Trading gets rid of this shortcoming. 
Because it encourages the development of four important sectors, it leads to the complete and 
integrated development irrespective of how sustainable development is defined. 
 
4.  Stock Conversion Scheme (SCS) 
 
‘Stock Conversion Scheme’ (SCS) is a scheme designed to motivate those parties which are doing 
considerable amount of savings in their respective verticals. According to this scheme, a party, after a 
fixed interval of time can sell a percentage of their Residual Credits in the primary trading market and 
earn revenue by doing so. Only those companies with ‘Sustainability Measuring Index’ equal to or greater 
than ‘4’ will be allowed to trade. 
 
4.1 Residual credits 
 
x Residual Credits (for parties with one vertical) = Total credit generated through SEM – Total credit 
sold in inter-trading. 
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x Residual Credits (for parties with more than one vertical) = Total ‘Equivalent Credits’ generated 
through SEM (converting all other credits into the credit which have majority shares) – Total credit 
sold in inter-trading. 
 
4.2 Sustainability measuring index (SMI) 
 
SMI is a method of quantifying and benchmarking the sustainable performance of the parties. Here, a 
regulatory nodal body under SEM will rate the parties on the basis of the measure of the sustainability 
achieved. SMI will be calculated on the basis of savings which the parties are accruing under SEM. 
The calculation of the index is done in two steps. Firstly, the percentage savings is calculated for the 
credits. Secondly, an average or weighted average is calculated. This value will be the index for the party. 
 
Step 1: 
 
Table 1. Criteria for calculating percentage savings 
 
Credits Black Green  Blue Yellow 
Initial Initial Emissions Target Generation Initial Consumption Initial Consumption  
Final  Final Emissions Achieved Generation Final Consumption Final Consumption 
 
(Final Emissions- Initial Emissions) 
                                                            X  (-1)   =   Percentage Savings    (1) 
                Initial Emissions 
 
To convert the percentage savings to a whole number, we will multiply it with 10. Let’s denote it with 
‘W’. 
 
Step 2: 
 
Average =    (W1 + W2 + W3 + W4) 
                         --------------------------------        (2) 
                                          4 
 
Weighted Average =  (W1*X1) + (W2*X2) + (W3*X3) + (W4*X4) 
                                          -------------------------------------------------------     (3) 
                                                                  (W1 + W2 + W3) 
 
Where, X1, X2, X3, and X4 denotes weightages given to different credits. 
 
Sample Calculation 
 
Table 2. Sample calculation 
 
Credits Black Green  Blue Yellow 
Percentage Savings 0.B 0.G 0.BL 0.Y 
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4.3. Cases 
 
4.3.1. Case A 
 
Suppose a party is going for only one credit, say, black. So, from table-6 the percentage savings are 
0.B. Now, multiplying it with 10 we get, 0.B*10 = B. For a single credit this value is same as the ‘Index 
Point’ for the party. 
 
4.3.2. Case B 
 
Suppose party is going for two credit say blue & green. Again, from table-6 the percentage savings are 
0.BL & 0.G respectively. Multiplying it with 10 we get, 0.BL*10 = BL and 0.G*10 = G. 
Now to calculate ‘Index Points’, as mentioned in step 2 above, we can either go for Average, i.e., 
“(BL+ G) / 2”          (4) 
OR 
By Weighted Average, i.e., {(BL*X1) + (G*X2)} / (BL + G)     (5) 
The value obtained from this is the ‘Index Point’. Similarly, it can be calculated for a party going for 
either three or four credits. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig.7. Calculation of SMI 
 
4.4. ‘Average’ or ‘Weighted Average’ approach 
 
The calculation based on average considers that all four verticals are equally contributing for 
sustainable development. On the other hand Weighted Average considers that contribution of each 
0. B 
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0.B * 
10
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vertical to sustainable development is different and hence each vertical should be given different 
weightages. In this case various factors like cost of new / better technology, return on credits, maximum 
amount of savings possible using available technology, etc. should be considered in order to calculate the 
weightages for the four credits for calculation of SMI.  
The two approaches are in conflict with each other and ultimately it’s the industry which will decide 
which approach will be accepted and followed. 
This index is totally different from various indices which are already in practice. SMI index is more 
focused towards the steps taken by different parties in order to increase savings by reducing the final 
factor as compared to their initial factors (refer table-3). For example, in ‘environmental impact index’, 
the index rating is given on the present value of performance but doesn’t take into account the efforts put  
in by parties to bring the consumption down. Hence, SMI is more comparative and is very performance 
centric. 
 
Table 3. Index and rating tables 
 
Index rating Ratings 
10-8 SSS+ 
8-6 SSS 
6-4 SS 
4-2 S 
2-0 S- 
 
5. Economics of SEM 
 
Till now we’ve explained about SEM structure and its way of working. But for SEM to succeed there 
has to be acceptability from the industry. In terms of economics there should be ample demand from the 
industry, for any market mechanism to sustain itself in the market. So, in this section we’ve tried to 
explain “Why will there be demand for this mechanism?” and “derive a demand curve for SEM”. 
Why will there be demand for SEM? 
x If we opt for ‘one way trading mechanism’ (i.e., one in which credit can be traded with another same 
credit. E.g., CDM in which carbon credit can be traded with carbon credits only) for all four verticals 
then, it will lead to different prices for different credits and hence, different demand for each vertical. 
On a long run, the verticals with less demand will become totally inactive or obsolete and ultimately, 
instead of serving the purpose of sustainable development, will lead to the commercialization. 
x In case of SEM, as inter-trading is allowed, there will be demand for every credit because every credit 
is required to complete the purchase obligations in case of default. Due to this, in a long run there will 
be same demand for each of the four credits even if the demand of one of them slacks in a short term. 
x Water, being a free resource, is not conserved by setting targets as carbon is saved in case of CDM. 
One way to increase the conservation of water is to incentivize its saving by giving credits to per unit 
of saved water (value of one unit of water saved can be calculated by studying the consumption of 
water in various sectors) which can be traded. But, it has its own limitation as on a long run its 
demand will stabilize and hence the value of its credits.  As water is already considered as scarce 
commodity (refer to “why high emphasis on water?” section) its conservation is more stressed and 
hence government has to put more money into the credit trade market to make it more remunerative. 
The other way is to add it to the inter-trading scheme (as explained in “Case IV: Industry ‘Blue’ 
defaults” under section “PROCESS OF INTER-TRADING SCHEME”). This will ensure that the 
value of blue credit will remain higher than the remaining three. 
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4.3 Flowchart – SCS Mechanism 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig. 8. SCS Mechanism 
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x Inter-trading of blue credits has another advantage – in case these credits are traded in one way model, 
then, as per human tendency, there will not be any limit on the expectations of high returns from blue 
credit. Industry will always want high returns on the trading of blue credits. Whereas in case of inter-
trading, blue credit will always command high price (as explained in the previous point) and this will 
have psychological effect on the industry as now there is “comparison” involved. Value of water will 
be high compared to the other three. 
 
5.1 Demand Curve for SEM 
On the basis of the arguments above, we’ve tried to draw different graphs which will illustrate how 
different characteristics like price and demand will behave in case of inter-trade scheme. These graphs 
are not based on data as inter-trade scheme or another similar scheme is not operational in the market 
today. 
x The uncertainty on whether or not the Kyoto Protocol would ever come into force, demand for CERs 
was more limited and prices were understandably lower. Even now due to uncertainty of the future of 
Kyoto Protocol there is decline in demand and price of CERs. The graphs below show the change in 
demand for and price of CERs (certified Emission Reductions) w.r.t the change in the number of 
parties enrolled in CDM. 
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In this graph the Demand Envelope represents the inter-trade model (SEM). The envelope shows the 
area in which the demand curve of all four credits will lie (because demand for all four credits will be 
almost same). The curve (red colour) shows the contour of the envelope. On a long run the demand for 
credits will decrease as more parties will enroll in the SEM but in any case it will always be higher than 
the demand for the one way model. The fluctuations after point ‘X’ shows that after reaching that point 
the demand may fluctuate but on an average it will remain steady. 
 
6. Conclusion 
 
As mentioned in the abstract, there is need for a market mechanism that can encourage a complete 
sustainable development. For emerging economies it is more important because- 
x They have to develop to raise their standard of living, and 
x They have responsibility towards environment too as majority of them have ratified ‘Kyoto Protocol’. 
SEM, as explained in this paper, is an ideal way after Kyoto because- 
x It’ll lead to 360° sustainable development. 
x It’ll reduce the cost and time involved in the project approval process. 
x It will also bring together all the world nations as it has provision for different sustainable activities 
operating in different countries. 
In a nutshell – this mechanism, if employed effectively, will not only encourage inclusive and 
sustainable growth but will also help in reducing our ecological footprint. 
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